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i 

We have audited the accompanying statements of financial position of Maricopa Health Plan (MHP), a 
contract of Maricopa lntegrated Health System, as of June 30, 2008 and 2007 and the related statements 
of adivities and cash flows for the years then ended. These financial statements are the responsibility of 
MHP's management. Our responsibility is to express an opinion on these financial statements based on 
our audits. 

We conducted our audits in accordance with U.S. generally accepted auditing standards established by the 
AlCPA Auditing Standards Board. Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement. An audit 
includes consideration of internal control over financial reporting as a basis for designing audit procedures 
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the 
effectiveness of MHP's internal control over financial reporting. Accordingly, we express no such opinion. 
An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements, assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. We believe that our audits 
provide a reasonable basis for our opinion. 

As described more fully in Note 1, MHP is a health plan of Maricopa County Special Health Care District 
(the District) dlbla Maricopa lntegrated Health System (MIHS), a statutory Special Health Care District and 
political subdivision of the State of Arizona, and is subject to Governmental Accounting Standards issued 
by the Governmental Accounting Standards Board. The accompanying financial statements have not been 
presented in accordance with Governmental Accounting Standards, but have been issued in accordance 
with U.S. generally accepted accounting principles. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of Maricopa Health Plan, a contract of Maricopa lntegrated Health System, as of 
June 30, 2008 and 2007, and the results of its operations and its cash flows for the years then ended, in 
confor~~ity with U.S. generally accepted accounting principles. 

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as 
a whole. The accompanying information on pages 11 through 20 is presented for purposes of additional 
analysis and is not a required part of the basic financial statements. Such information has not been 
subjected to the auditing procedures applied in the audit of the basic financial statements and, accordingly, 
we express no opinion on it. 

October 24, 2008 

Mailing Address: P.O. Box 64130 Tucson, AZ 85728-4130 
1985 East River Road, Suite 201 -Tucson, AZ 85718 520-321-4600 Fax: 520-321-4040 
www.bfcocpas.com email: info@bfcocpas.c~ 
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MARICOPA HEALTH PLAN 
(A CONTRACT OF MARICOPA INTEGRATED HEALTH SYSTEM) 

STATEMENTS OF FINANCIAL POSITION 

JUNE 30,2008 AND 2007 

ASSETS 

Current assets: 
Cash and cash equivalents 
Short-term investments 
Reinsurance receivable 
Settlements receivable, current. 
Capitation and supplemental revenue receivable 
Interest receivable 
Other current assets 

Total current assets 

Settlements receivable, net of current portion 
Other assets 
Investments 

Current liabilities: 
Accounts payable 
Due to MlHS 
Accrued administrative costs 
Medical claims payable 
Other current liabilities 

Total current liabilities 

Commitments and contingencies 

unrestricted net assets 

I-IABILITIES AND' NET ASSETS 

See notes to financial statements. 



MARICOPA HEALTH PLAN 
(A CONTRACT OF MARICOPA INTEGRATED HEALTH SYSTEM) 

STATEMENTS OF ACTIVITIES 

YEARS ENDED JUNE 30,2008 AND 2007 

Revenues and gains: 
Capitation premiums 
PPC capitation 
Hospital supplement 
Delivery supplement 
HIV-AIDS supplement 
PPC settlement 
TWG settlement 
TMC settlement 
Investment income 

Total revenues and gains 

Health care expenses: 
Hospitalization expenses: 

Hospital inpatient 
PPC - hospital inpatient 

Total hospitalization expenses 

Medical compensation: 
Primary care physician services 
Referral physician services 
PPC - physician services 

Total medical compensation expenses 

Other medical expenses: 
Emergency services 
Pharmacy 
Lab, X-ray and medical imaging 
Outpatient facility 
Durable medical equipment 
Dental 
Transportation 
NF, home health care 
Physical therapy 
Miscellaneous medical expenses 
PPC - other medical expenses 

Total other medical expenses 

Total health care expenses 

See notes to financial statements. 3 



MARICOPA HEALTH PLAN 
(A CONTRACT OF MARICOPA INTEGRATED HEALTH SYSTEM) 

STATEMENTS OF ACTIVITIES (CONTINUED) 

YEARS ENDED JUNE 30,2008 AND 2007 

Total health care expenses (continued): 
Less: 

Reinsurance 
PPC - reinsurance 
Third party liability 

Total net health care expenses 

Administrative expenses: 
I Management fees 

Interest 
Other 

Total administrative expenses 

Premium taxes 

Total expenses 

Excess (deficiency) of revenues over expenses 

Net unrealized gains on investments other than trading securities 

lncrease (decrease) in unrestricted net assets before capital 
contribution 

Capital contribution from MlHS 

Increase (decrease) in unrestricted . . net assets 

Unrestricted net assets, beginning 

Unrestricted net assets, ending 

See notes to financial statements. 



MARICOPA HEALTH PLAN 
(A CONTRACT OF MARICOPA INTEGRATED HEALTH SYSTEM) 

STATEMENTS OF CASH FLOWS 

YEARS ENDED JUNE 30,2008 AND 2007 

Cash flows from operating activities: 
Increase (decrease) in unrestricted net assets before capital 

contribution 
Adjustments to reconcile increase (decrease) in unrestricted 

net assets to net cash provided by (used in) operating 
activities: 

Net unrealized gains on investments 
Net realized (gains) losses on investments 
Amortization of investment securities 
Changes in operating assets and liabilities: 

Reinsurance receivable 
Settlements receivable 
Capitation and supplemental revenue receivable 
Interest receivable 
Other current assets 
Other assets 
Accounts payable 
Due to MlHS 
Accrued administrative costs 
Medical claims payable 
Other current liabilities 

Total adjustments 

Net cash provided by (used in) operating activities 

Cash flows from investing activities: 
Collections from related party 
Proceeds from sales of investments 
Purchases of investments 

Net cash provided by investing activities 

Cash flows from financing activities: 
Contributed capital from MlHS 

Net cash provided by financing activities 

Net increase in cash and cash equivalents 

Cash and cash equivalents, beginning 

Cash and cash equivalents, ending $ 12.948.338 

See notes to financial statements. 5 



MARICOPA HEALTH PLAN 
(A CONTRACT OF MARICOPA INTEGRATED HEALTH SYSTEM) 

NOTES TO FINANCIAL STATEMENTS 

YEARS ENDED JUNE 30,2008 AND 2007 

1. Description of business and summary of significant accounting policies: 

Organizational structure: 
Maricopa Health Plan (MHP) provides health plan services to enrollees under an acute care 

contract with the Arizona Health Care Cost Containment System (AHCCCS) in Maricopa County, 
Arizona. Effective October 1, 2005, Maricopa County Special Health Care District (the District) 
d/b/a Maricopa Integrated Health System (MIHS), a statutory Special Health Care District and 
political subdivision of the State of Arizona, assumed the operations and financial responsibility 
for MHP, which was previously operated by Maricopa County. MHP has a contract with 
University Physicians Healthcare (UPH) to provide comprehensive management and 
administrative services necessary for the operation of the Plan. The accompanying financial 
statements pertain to the health plan only and do not include any accounts of the District. 

Basis of presentation: 
Although MHP is subject to Governmental Accounting Standards issued by the Governmental 

Accounting Standards Board, the accompanying financial statements have been presented in 
accordance with U.S. generally accepted accounting principles. 

Use of estimates: 
The preparation of financial statements in conformity with U.S. generally accepted accounting 

principles requires management to make estimates and assumptions that affect the amounts of 
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial 
statements and the reported amounts of revenues and expenses during the reporting period. 
Actual results could differ from those estimates. 

Capitation .premiums: 
Capitation premiums include revenue earned under contracts that require MHP to provide health 

care services to subscribers of the contracting agency for monthly capitation fees as agreed 
upon by MHP and the contracting agency. Amounts receivable under these contracts are 
recorded as capitation and supplemental revenue receivable. 

Supplemental revenue: 
Hospital and HIVIAIDS supplemental revenue is recognized when a member is identified as being 

eligible for these supplemental programs. Delivery supplement revenue is recognized upon 
delivery of a child by a member assigned to MHP. 

Settlement revenue:---- 
-- 

Receivables from the State of Arizona for prior period coverage reconciliation (PPC) revenue, 
represents MHP's profit or loss in excess of 2% for the population and is estimated based upon 
the State's applicable policy. Because the settlement is subject to change based on claims 
experience, there is at least a possibility that recorded settlements will change by a material 
amount in the near term. 



MARICOPA HEALTH PLAN 
(A CONTRACT OF MARICOPA INTEGRATED HEALTH SYSTEM) 

NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

YEARS ENDED JUNE 30,2008 AND 2007 

1. Description of business and summary of significant accounting policies (continued): 

Settlement revenue (continued): 
' 

Receivables from the State of Arizona for the Title XIX Waiver Group (TWG) reconciliation, 
represents MHP's profit or loss for these members in excess of 3% for the population through 
September 30, 2008. This reconciliation was not effective for the period October 1, 2006 through 
September 30, 2007. Because the settlement is subject to change based on claims experience, 
there is at least a possibility that recorded settlements will change by a material amount in the 
near term. 

Receivables from the State of Arizona for-temporary medical reconciliation (TMC) revenue, 
represents MHP's risk of profit or loss in excess of 2% for the population and is estimated based 
upon the State's applicable policy. This program was discontinued effective July 14, 2008. 
Because the settlement is subject to change based on claims experience, there is at least a 
possibility that recorded settlements will change by a material amount in the near term. 

Excess (deficiency) of revenues over expenses 
The statements of activities include excess (deficiency) of revenues over expenses. Changes in 

unrestricted net assets that are excluded from excess (deficiency) of revenues over expenses, 
consistent with industry practice, include unrealized gains and losses on investments other than 
trading securities, permanent transfers of assets to and from affiliates for other than goods and 
services, and contributions of long-lived assets (including assets acquired using contributions 
which by donor restriction were to be used for the purposes of acquiring such assets). 

Cash and cash equivalents: 
Cash and cash equivalents consists of cash on hand, cash and investments held by the Maricopa 

County Treasurer. All investments are stated at fair value. 

Cash is advanced to MHP as needed to fund expenditures. Advances are deposited with high 
quality financial institutions. At times, such investments may be in excess of the FDIC insurance 
limit; however, management does not believe it is exposed to any significant credit risk on cash 
and cash equivalents. 

Investments: 
Investments in equity securities with readily determinable fair values and all investments in debt 

securities are measured at fair value in the statement of financial position. Investment income or 
loss (including realized gains and losses on investments) is included in the excess (deficiency) of 
revenues over expenses unless law restricts the income or loss. Unrealized gains and losses on 
investments are excluded from the excess (deficiency) of revenues over expenses. 



MARICOPA HEALTH PLAN 
(A CONTRACT OF MARICOPA INTEGRATED HEALTH SYSTEM) 

NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

YEARS ENDED JUNE 30,2008 AND 2007 

Description of business and summary of significant accounting policies (continued): 

Reinsurance: 
MHP receives insurance coverage from the State of Arizona to reduce the risk of catastrophic loss 

on services provided under the AHCCCS program. The reinsurance expense is reflected as 
reduced capitation rates paid to MHP. Under the state program, risk of loss for inpatient claims 
is generally limited to an annual deductible of $15,000 to $20,000 per member, per policy year. 
Eligible claims in excess of the deductible are generally paid at 75% to 85Oh with no maximum 
annual benefit. Eligible reinsurance claims are reported in the accompanying financial 
statements as a reduction of health care expenses at the amount expected to be collected from 
AHCCCS. Reinsurance receivable represents management's best estimate and is calculated 

, based on a percentage of inpatient costs incurred. As a result, there is at least a possibility that 
recorded estimates will change by a material amount in the near term. Included in estimated 
reinsurance recoveries for 2007 is approximately $3,400,000 that relates to services provided in 
2006. Additionally, MHP recorded a decrease in estimated reinsurance recoveries of $943,000 

, during 2008. 

Medical claims payable: 
The cost of hospital and medical services provided to enrollees served under contract are accrued 

in the period that the services are rendered. Provision has been made for claims in process of 
review and for claims incurred but not received at year end. The amount of this liability is 

' 

computed using historical claims payment experience coupled with a review of experience for 
similar plans. Estimates are adjusted based upon changes in experience and such adjustments 
are reflected in current operations. Although considerable variability is inherent in such 
estimates, there is at least a possibility that recorded estimates will change by a material amount 
in the near term. Management believes that the health care claims payable is adequate. 
Included in health care expenses for 2007 is approximately $4,400,000 that relates to services 
provided in 2006. Additionally, MHP recorded a decrease in estimated hospital and medical 
expenses of $4,200,000 during 2008. 

Administrative expenses: 
Administrative expenses are recognized monthly as incurred and consist of the management fee 

paid to UPH for the management of the Plan. 

Premium tax: 
The State of Arizona imposes a premium tax on capitation payments paid to the Plan by AHCCCS. 

The Plan receives the premium tax from AHCCCS and remits the entire amount to the 
appropriate taxing authority. The Plan includes the taxes collected as revenues and taxes 
remitted as an expense in the accompanying statement of activities. 



MARICOPA HEALTH PLAN 
(A CONTRACT OF MARICOPA INTEGRATED HEALTH SYSTEM) 

NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

YEARS ENDED JUNE 30,2008 AND 2007 

1. Description of business and summary of significant accounting policies (continued): 

Income taxes: 
As a governmental unit or a political subdivision thereof, MHP is exempt from federal income tax 

under Section 115(1) of the Internal Revenue Code. MHP is also exempt from state income 
taxes. Accordingly, no provision is made for income taxes in the accompanying financial 
statements. 

2. Investments: 

At June 30, 2008, MHP had liquidated its investments. At June 30, 2007, MHP's investments consist 
of U.S. government obligations. MHP's investment income consists of the following: 

Interest and dividends 
Net realized gains (losses) 

3. Commitments and contingencies: 

AHCCCS performance measures: 
MHP's contract with AHCCCS requires the Plan to be in compliance with certain financial and 

nonfinancial covenants as defined. ~ t '  June 30, 2008 and 2007, MHP was in compliance with 
these covenants. 

For 2008 and 2007, substantially all of MHP's revenues were earned under its AHCCCS contract. 
Continuation of the AHCCCS programs is dependent upon governmental policies. This contract 
is subject to renewal at a future date., MHP has been awarded its AHCCCS contract renewal 

: through September 30, 201 1. 'The loss of this contract would have an adverse effect on MHP's 
future operations. 

Contract with UPH: 
' In October 2005, MHP entered into a management agreement with UPH. As a condition of the 

transfer of management to UPH, MlHS contributed initial capital in the amount of $5,347,350, 
representing the initial minimum capitalization requirements of AHCCCS. The contract provides 
for incentive payments to UPH should UPH increase revenues and/or reduce medical expenses, 
as defined. At June 30,2008 and 2007, no incentive awards have been earned by UPH. 



MARICOPA HEALTH PLAN 
(A CONTRACT OF MARICOPA INTEGRATED HEALTH SYSTEM) 

NOTES TO FINANCIAL STATEMENTS (CONTINUED) 

YEARS ENDED JUNE 30,2008 AND 2007 

3. Commitments and contingencies (continued): 

Letter of credit: 
MHP has secured an irrevocable letter of credit in the amount of $8,200,000 with JP Chase 

Morgan to fulfill the performance bond requirement of the AHCCCS contract. , 

Health care regulatory environment: 
The health care industry is subject to numerous laws and regulations of federal, state and local 

governments. These laws and regulations include, but are not limited to, matters such as 
licensure, accreditation, government health care program participation requirements, 
reimbursement for patient services and Medicare and Medicaid fraud and abuse. Recently, 
government activity has increased with respect to investigations and allegations concerning 
possible violations of fraud and abuse statutes and regulations by health care providers. 
Violations of these laws and regulations could result in expulsion from government health care 
programs together with the imposition of significant fines and penalties, as well as significant 
repayments for patient services previously billed. Management believes that MHP is in 
compliance with fraud and abuse as well as other applicable government laws and regulations. 
Compliance with such laws and regulations can be subject to future government review and 
interpretation as well as regulatory actions unknown or unasserted at this time. 

4. Related party transactions: 

At June 30,2008, MHP had $77,669 in payables due to MlHS for expenses paid on the Plan's behalf. 

5. Functional expenses: 

MHP provides health care services to residents within its geographic locations. MHP incurs general 
and administrative expenses for various activities, including management and administrative 
activities, which support the provision of health care services. A summary of expenses related to 
providing these services for the years ended June 30 are as follows: 

2008 2007 

Health care services $125,590,912 $126,551,701 
'General and administrative 6.851.91 1 4.333.568 


